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THE OFFICIAL TEXT OF THE INCOME TAX CON. 

VENTION BETWEEN THE UNITED STATES AND 

THE UNITED KINGDOM OF GREAT BRITAIN AND 
NORTHERN IRELAND (60 STAT. 1377) 


Convention between the United States of America and. the 
Umted Kingdom respecting double taxation and taxes 
on income and protocol. Signed at Washington April 
16, 1945, and June 6, 1946, respectively; ratification ad- 
vised by the Senate of the United States of America 
June 1, 1946, and June 19, 1946, respectively; ratified by 
the President of the United States of America June 26, 
1946; ratifications exchanged at Washington July 25, 
1946; proclaimed by the President of the United States 
of America July 30, 1946. 


By tHe PRESIDENT OF THE UNITED STATES or AMERICA 


A PROCLAMATION 


WHEREAS a convention between the United States of 
America and the United Kingdom of Great Britain and 
Northern Ireland for the avoidance of double taxation and 
the prevention of fiscal evasion with respect to taxes on 
income was signed by their respective Plenipotentiaries at 
Washington on April 16, 1945; 


AND WHEREAS a supplementary protocol modifying in 
certain respects the said convention was signed by the 
respective Plenipotentiaries of the United States of Amer- 
ica and the United Kingdom of Great Britain and Northern 
Ireland at Washington on June 6, 1946; 


AND WHEREAS the originals of the said convention and 
the said supplementary protocol are word for word as 
follows: 


The Government of the United States of Ainerica and 
the Government of the United Kingdom of Great Britain 
and Northern Ireland, 
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Desiring to conclude a Convention for the avoidance of 
double taxation and the prevention of fiscal evasion with 
respect to taxes on income, 

Have appointed for that purpose as their Plenipoten- 
tiaries: 

The Government of the United States of America: 

Mr. Edward R. Stettinius, Jr., Secretary of State, and 

The Government of the United Kingdom of Great Brit- 
ain and Northern Ireland: 

The Right Honorable the Earl of Halifax, K.G., Am- 
bassdor Extraordinary and Plenipotentiary in Washington, 

Who, having exhibited their respective full powers, 
found in good and due form, have agreed as follows: 


ARTICLE I 


(1) The taxes which are the subject of the present Con- 
vention are: 


(a) In the United States of America: 


The Federal income taxes, including surtaxes and 
excess profits taxes (hereinafter referred to as 
United States tax). 


(b) In the United Kingdom of Great Britain and 
Northern Ireland: 


The income tax (including surtax), the excess 
profits tax and the national defense contribution 
(hereinafter referred to as United Kingdom tax). 


(2) The present Convention shall also apply to any 
other taxes of a substantially similar character imposed 
by either Contracting Party subsequently to the date of 
signature of the present Convention or by the government 
of any territory to which the present Convention is ex- 
tended under Article XXII. 


(1) 


on 


ARTICLE I] 


In the present Convention, unless the context other- 


wise requires: 


(a) 


(b) 


The term “United States” means the United States 
of America, and when used in a geographical sense 
means the States, the Territories of Alaska and of 
Hawaii, and the District of Columbia. 


The term “United Kingdom” means Great Britain 
and Northern Ireland, excluding the Channel 
Islands and the Isle of Man. 


(c) The terms “territory of one of the Contracting 


(d) 


(e) 


(f) 


Parties” and “territory of the other Contracting 
Party” means the United States or the United King- 
dom as the context requires. 


The term “United States corporation” means a 
corporation, association or other like entity created 
or organized in or under the laws of the United 
States. 


The term “United Kingdom corporation” means 
any kind of juridical person created under the laws 
of the United Kingdom. 


The terms “corporation of one Contracting Party” 


and “corporation of the other Contracting Party” 
mean a United States corporation or a United 
Kingdom corporation as the context requires. 


The term “resident of the United Kingdom” means 
any person (other than a citizen of the United 
States or a United States corporation) who is resi- 
dent in the United Kingdom for the purposes of 
United Kingdom tax and not resident in the United 
States for the purposes of United States tax. A 
corporation is to be regarded as resident in the 
United Kingdom if its business is managed and 
controlled in the United Kingdom. 
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(h) The term “resident of the United States” means 


(i) 


(3) 


(k) 


(1) 


any individual who is resident in the United States 
for the purposes of United States tax and not resi- 
dent in the United Kingdom for the purposes of 
United Kingdom tax, and any United States corpo- 
ration and any partnership created or organized 
in or under the laws of the United States, being 
a corporation or partnership which is not resident 
in the United Kingdom for the purposes of United 
Kingdom tax. 


The term “United Kingdom enterprise” means an 
industrial or commercial enterprise or undertaking 
carried on by a resident of the United Kingdom. 


The: term “United States enterprise” means an 
industrial or commercial enterprise or undertaking 
earried on by a resident of the United States. 


The terms “enterprise of one of the Contracting 
Parties” and “enterprise of the other Contracting 


“Party” mean a United States enterprise or a United 
Kingdom enterpise, as the context requires. 


The term “permanent establishment” when used 
with respect to an enterprise of one of the Con- 


tracting Parties means a branch, management, fac- 


tory or other fixed place of business, but does not 
include an agency unless the agent has, and habitu- 
ally exercises, a general authority to negotiate and 
conclude contracts on behalf of such enterprise or 
has a stock of merchandise from which he regu- 
larly fills orders on its behalf. An enterprise of 
one of the Contracting Parties shall not be deemed 
to have a permanent establishment in the territory 
of the other Contracting Partv merely because it 
carries on business dealings in the territory of such 
other Contracting Party through a bona fide com- 
mission agent, broker or custodian acting in the 
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ordinary course of his business as such. The fact 
that an enterprise of one of the Contracting Parties 
maintains in the territory of the other Contracting 
Party a fixed place of business exclusively for the 
purchase of goods or merchandise shall not of itself 
constitute such fixed place of business a permanent 
establishment of such enterprise. The fact that a 
corporation of one Contracting Party has a sub- 
sidiary corporation which is a corporation of the 
other Contracting Party or which is engaged in 
trade or business in the territory of such other 
Contracting Party (whether through a permanent 
establishment or otherwise) shall not of itself con- 
stitute that subsidiary corporation a permanent 
establishment of its parent corporation. 


(2) For the purposes of Articles VI, VII, VIII, LX 
and XIV a resident of the United Kingdom shall not be 
deemed to be engaged in trade or business in the United 
States in any taxable year unless such resident has a 
permanent establishment situated therein in such taxable 
year. The same principle shall be applied, mutatis 
mutandis, by the United Kingdom in the case of a resident 
of the United States. 


(3) In the application of the provisions of the present 
Convention by one of the Contracting Parties any term 
not otherwise defined shall, unless the context otherwise 
requires, have the meaning which it has under the laws of 
that Contracting Party relating to the taxes which are 
the subject of the present Convention. 


ARTICLE IIT 


(1) A United Kingdom enterprise shall not be subject 
to United States tax in respect of its industrial or commer- 
cial profits unless it is engaged in trade or business in the 
United States through a permanent establishment situated 
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therein. If it is so engaged, United States tax may be im- 
posed upon the entire income of such enterprise from 
sources within the United States. 


(2) A United States enterprise shall not be subject to 
United Kingdom tax in respect of its industrial or commer- 
cial profits unless it is engaged in trade or business in the 
United IXingdom through a permanent establishment situ- 
ated therein. If it is so engaged, United Kingdom tax may 
be imposed upon the entire income of such enterprise from 
sources within the United Kingdom: Provided that nothing 
in this paragraph shall affect any provisions of the law of 
the United Kingdoin regarding the imposition of United 
Kingdom excess profits tax and national defence contribu- 
tion in the case of inter-connected companies. 


(3) Where an enterprise of one of the Contracting 
Parties is engaged in trade or business in the territory of 
the other Contracting Party through a permanent establish- 
ment situated therein, there shall be attributed to such 
permanent establishment the industrial or commercial 
profits which it might be expected to derive if it were an 
independent enterprise engaged in the same or similar 
activities under the same or simuar conditions and deal- 
ing at arm’s length with the enterprise of which it is a per- 
manent establishment, and the profits so attributed shall, 
subject to the law of such other Contracting Party, be 
deemed to be income from sources within the territory of 
such other Contracting Party. 


(4) In determining the industrial or commercial profits 
from sources within the territory of one of the Contracting 
Parties of an enterprise of the other Contracting Party, 
no profits shall be deemed to arise from the mere purchase 
of goods or merchandise within the territory of the former 
Contracting Party by such enterprise. 
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ARTICLE [V 


Where an enterprise of one of the Contracting Parties 
by reason of its participation in the management, control 
or capital of an enterprise of the other Contracting Party, 
makes with or imposes on the latter, in their commercial or 
financial relations, conditions different from those which 
would be made with an independent enterprise, any profits 
which would but for those conditions have accrued to one 
of the enterprises but by reason of those conditions have 
not so accrued, may be included in the profits of that enter- 
prise and taxed accordingly. 


ARTICLE V 


(1) Notwithstanding the provisions of Articles IIT and 
IV of the present Convention, profits which an individual 
(other than a citizen of the United States) resident in the 
United Kingdom or a United Kingdom corporation derives 
from operating ships documented or aircraft registered un- 
der the laws of the United Kingdom, shall be exempt from 
United States tax. 


(2) Notwithstanding the provisions of Articles IIT and 
IV of the present Convention, profits which a citizen of the 
United States not resident in the United Kingdom or a 
United States corporation derives from operating ships 
documented or aircraft registered under the laws of the 
United States, shall be exempt from United Kingdom tax. 


(3) This Article shal] be deemed to have superseded, 
on and after the first day of January, 1945, as to United 
States tax, and on and after the 6th day of April, 1945, as to 
United Kingdom tax, the arrangements relating to recip- 
rocal exemption of shipping profits from income tax et- 
fected between the Government of the United States and 
the Government of the United Kingdom by exchange of 
Notes dated August 11, 1924, November 18, 1924, Novem- 
ber 26, 1924, January 15, 1925, February 13, 1925 and 
March 16, 1925, which shall accordingly cease to have effect. 
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ARTICLE VI 


(1) The rate of United States tax on dividends derived 
from a United States corporation by a resident of the 
United Kingdom who is subject to United Kingdom tax on 
such dividends and not engaged in trade or business in the 
United States shall not exceed 15 percent: Provided that 
such rate of tax shall not exceed five percent if such resi- 
dent is a corporation controlling, directly or indirectly, at 
least 95 percent of the entire voting power in the corpora- 
tion paying the dividend, and not more than 25 percent of 
the gross income of such paying corporation is derived 
from interest and dividends, other than interest and divi- 
dends received from its own subsidiary corporations. Such 
reduction of the rate to five percent shall not apply if the 
relationship of the two corporations has been arranged 
or is maintained primarily with the intention of securing 
such reduced rate. 


(2) Dividends derived from sources within the United 
Kingdom by an individual who is (a) a resident of the 
United States, (b) subject to United States tax with respect 
to such dividends, and (ce) not engaged in trade or business 
in the United Kingdom, shall be exempt from United King- 
dom surtax. 


(3) Either of the Contracting Parties may terminate 
this Article by giving written notice of termination to the 
other Contracting Party, through diplomatic channels, on or 
before the thirtieth day of June in any year after the year 
1945, and in such event paragraph (1) hereof shall cease to 
be effective as to United States tax on and after the first 
day of January, and paragraph (2) hereof shall cease to be 
effective as to United Kingdom tax on and after the 6th 
day of April, in the vear next following that in which such 
notice is given. 
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ARTICLE VII 


(1) Interest (on bonds, securities, notes, debentures, or 
on any other form of indebtedness) derived from sources 
within the United States by a resident of the United King- 
dom who is subject to United Kingdom tax on such interest 
and not engaged in trade or business in the United States, 
shall be exempt from United States tax; but such exemp- 
tion shall not apply to such interest paid by a United States 
corporation to a corporation resident in the United King- 
dom controlling, directly or indirectly, more than 50 pereent 
of the entire voting power in the paying corporation. 


(2) Interest (on bonds, securities, notes, debentures, 
or on any other form of indebtedness) derived from sources 
within the United Kingdoin by a resident of the United 
States who is subject to United States tax on such interest 
and not engaged in trade or business in the United King- 
dom, shall be exempt from United Kingdom tax; but such 
exemption shall not apply to such interest paid by a corpo- 
ration resident in the United Kingdom to a United States 
corporation controlling, directly or indirectly, more than 
50 percent of the entire voting power in the paying cor- 
poration. 


ArticLe VIII 


(1) Royalties and other amounts paid as consideration 
for the use of, or for the privilege of using, copyrights, 
patents, designs, secret processes and formulae, trade- 
marks, and other like property and derived from sources 
within the United States by a resident of the United IXing- 
dom who is subject to United Kingdom tax on sueh royalties 
or other amounts and not engaged in trade or business in 
the United States, shall be exempt from United States tay. 


(2) Royalties and other amounts paid as consideration 
for the use of, or for the privilege of using, copyrights, 
patents, designs, secret processes and formulae, trade- 
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marks, and other like property, and derived from sources 
within the United Kingdom by a resident of the United 
States who is subject to United States tax on such royalties 
or other amounts and not engaged in trade or business in 
the United Kingdom, shall be exempt from United Kingdom 
Lax 


(3) For the purposes of this Article the term “royalties” 
shall be deemed to inelude rentals in respect of motion 
picture films. 


ARTICLE [LX 


(1) The rate of United States tax on royalties in respect 
of the operation of mines or quarries or of other extrac- 
tion of natural resources, and on rentals from real property 
or from an interest in such property, derived from sources 
within the United States by a resident of the United King- 
dom who is subject to United Kingdom tax with respect 
to such royalties or rentals and not engaged in trade or 
business in the United States, shall not exceed 15 percent: 
Provided that any such resident may elect for any taxable 
year to be subject to United States tax as if such resident 
were engaged in trade or business in the United States. 


(2) Royalties in respect of the operation of mines or 
quarries or of other extraction of natural resources, and 
rentals from real property or from an interest in such 
property, derived from sources within the United King- 
dom by an individual who is (a) a resident of the United 
States, (b) subject to United States tax with respect to 
such royalties and rentals, and (c) not engaged in trade or 
business in the United Kingdom, shall be exempt from 
United Kingdom surtax. 
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ARTICLE X. 


(1) Any salary, wage, similar remuneration, or pension, 
paid by the Government of the United States to an indi- 
vidual (other than a British subject who is not also a citizen 
of the United States) in respect of services rendered to 
the United States in the discharge of governmental funce- 
tions, shall be exempt from United Kingdom tax. 


(2) Any salary, wage, similar renuneration, or pension, 
paid by the Government of the United Kingdom to an indi- 
vidual (other than a citizen of the United States who is 
not also a British subject) in respect of services rendered 
to the United Kingdom in the discharge of governmental 
functions, shall be exempt from United States tax. 


(3) The provisions of this Article shall not apply to 
payments in respect of services rendered in connection with 
any trade or business carried on by either of the Contract- 
ing Parties for purposes of profit. 


ARTICLE XI 


(1) An individual who is a resident of the United King- 
dom shall be exempt from United States tax upon compen- 
sation for personal (including professional) services per- 
formed during the taxable vear within the United States 
if (a) he is present within the United States for a period 
or periods not exceeding in the aggregate 183 days during 
such taxable year, and (b) such services are performed for 
or on behalf of a person resident in the Umted Kingdom. 


(2) An individual who is a resident of the United States 
shall be exempt from United Kingdom tax upon profits, 
emoluments or other remuneration in respect of personal 
(including professional) services performed within the 
United Kingdom in any year of assessment if (a) he is 
present within the United Kingdom for a period or periods 
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not exceeding in the aggregate 183 days during that year, 
and (b) such services are performed for or on behalf of 
a person resident in the United States. 


(3) The provisions of this Article shall not apply to 
the compensation, profits, emoluments or other remunera- 
tion of public entertainers such as stage, motion picture 
or radio artists, musicians and athletes. 


ARTICLE XII 


(1) Any pension (other than a pension to which Article 
X applies), and any life annuity, derived from sources 
within the United States by an individual who is a resident 
of the United Kingdom shall be exempt from United States 
tase 


(2) Any pension (other than a pension to which Article 
X applies), and any hfe annuity, derived from sources 
within the United Kingdom by an individual who is a resi- 
dent of the United States shall be exempt from United 
Kingdom tax. 


(3) The term “life annuity’ means a stated sum pay- 
able periodically at stated times, during life or during a 
specified or ascertainable period of time, under an obliga- 
tion to make the payments in consideration of money paid. 


ARTICLE XIII 


(1) Subject to section 131 of the United States Internal 
Revenue Code as in effect on the first day of January, 
1945, United Kingdom tax shall be allowed as a eredit 
against United States tax. [or this purpose, the recipient 
of a dividend paid by a corporation which is a resident 
of the United Kingdom shall be deemed to have paid the 


1 See Protocol signed by June 6, 1946, post, p. 1389. 
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United Kingdom income tax appropriate to such dividend 
if such recipient elects to include in his gross income for 
the purposes of United States tax the amount of such 
United Kingdom income tax. 


(2) Subject to such provisions (which shall not affect 
the general principle hereof) as may be enacted in the 
United Kingdom, United States tax payable in respect of 
income from sources within the United States shall be 
allowed as a credit against any United IXingdom tax pay- 
able in respect of that income. Where such income is an 
ordinary dividend paid by a United States corporation, 
such eredit shall take into account (in addition to any 
United States income tax deducted from or imposed on 
such dividend) the United States income tax imposed on 
such corporation in respect of its profits, and where it is 
a dividend paid on participating preference shares and 
representing both a dividend at the fixed rate to which the 
shares are entitled and an additional participation in 
profits, such tax on profits shall likewise be taken into 
account in so far as the dividend exceeds such fixed rate. 


(3) For the purposes of this Article, compensation, 
profits, emoluments and other remuneration for personal 
(including professional) services shall be deemed to be 
income from sources within the territory of the Contracting 
Party where such services are performed. 


ARTICLE AILV 


A resident of the United Kingdom not engaged in trade 
or business in the United States shall be exempt from United 
States tax on gains from the sale or exchange of capital 
assets. 
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ARTICLE XV 


Dividends and interest paid on or after the first day of 
January 1945 by a United Kingdom corporation shall be 
exempt from United States tax except where the recipient 
is a citizen of or a resident of the United States or a United 
States corporation. 


ARTICLE XVI 


A United Kingdom corporation shall be exempt from 
United States tax on its accumulated or undistributed earn- 
ings, profits, income or surplus, if individuals who are 
residents of the United Kingdom control, directly or indi- 
rectly, throughout the last half of the taxable year, more 
than 50 percent of the entire voting power in such corpo- 
ration. 


ARTICLE XVII 


(1) The United States income tax liability for any tax- 
able year beginning prior to January 1, 1936, of any indi- 
vidual (other than a citizen of the United States) resident 
in the United Kingdom, or of any United Kingdom corpora- 
tion, remaining unpaid on the date of signature of the 
present Convention, may be adjusted on a basis satisfactory 
to the United States Commissioner of Internal Revenue: 
Provided that the amount to be paid in settlement of such 
liability shall not exceed the amount of the liability which 
would have been determined if 


(a) the United States Revenue Act of 1936 (except in 
the case of a United Kingdom corporation in which 
more than 50 percent of the entire voting power was 
controlled, directly or indirectly, throughout the 
latter half of the taxable year, by citizens or resi- 
dents of the United States), and 


(b) Articles XV and AVI of the present Convention, 
had been in effect for such vear. If the taxpayer 
was not, within the meaning of such Revenue Act, 
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engaged in trade or business in the United States 
and had no office or place of business therein during 
the taxable year, the amount of interest and penal- 
ties shall not exceed 50 percent of the amount of 
the tax with respect to which such interest and 
penalties have been computed. 


(2) The United States income tax unpaid on the date 
of signature of the present Convention for any taxable 
year beginning after the thirty-first day of December 1935 
and prior to the first day of January 1945 in the ease of an 
individual (other than a citizen of the United States) resi- 
dent of the United Kingdom, or in the case of any United 
Kingdom corporation shall be determined as if the provi- 
sions of Articles XV and XVI of the present Convention 
had been in effect for such taxable year. 


(3) The provisions of paragraph (1) of this Article 
shall not apply— 


(a) unless the taxpayer files with the Commissioner of 
Internal Revenue on or before the thirty-first day 
of December 1947 a request that such tax liability 
be so adjusted and furnishes such information as 
the Commissioner may require; or 


(b) in any case in which the Commissioner is satisfied 
that any deficiency in tax is due to fraud with intent 
to evade the tax. 


ARTICLE A VIII 


A professor or teacher from the territory of one of the 
Contracting Parties who visits the territory of the other 
Contracting Party for the purpose of teaching, for a period 
not exceeding two years, at a university, college, school 
or other educational institution in the territory of such 
other Contracting Party shall be exempted by such other 
Contracting Party from tax on his remuneration for such 
teaching for such period. 
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ARTICLE XIX 


A student or business apprentice from the territory of 
one of the Contracting Parties who is receiving full-time 
education or training in the territory of the other Contraet- 
ing Party shall be exempted by such other Contracting 
Party from tax on payments made to him by persons within 
the territory of the former Contracting Party for the pur- 
poses of his maintenance, education or training. 


ARTICLE XX 


(1) The taxation authorities of the Contracting Parties 
shall exchange such information (being information avail- 
able under the respective taxation laws of the Contracting 
Parties) as 1s necessary for carrying out the provisions 
of the present Convention or for the prevention of fraud 
or the administration of statutory provisions against legal 
avoidance in relation to the taxes which are the subject 
of the present Convention. Any information so exchanged 
shall be treated as secret and shall not be disclosed to any 
person other than those concerned with the assessment and 
collection of the taxes which are the subject of the present 
Convention. No information shall be exchanged which 
would disclose any trade secret or trade process. 


(2) As used in this Article, the term “taxation authori- 
ties” means, in the ease of the United States, the Commis- 
sioner of Internal Revenue or his authorized representative ; 
in the case of the United Kingdom, the Commissioners of 
Inland Revenue or their authorized representative; and, 
in the case of any territory to which the present Convention 
is extended under Article XXII, the competent authority 
for the administration in such territory of the taxes to 
which the present Convention applies. 
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ARTICLE XXI 


(1) The nationals of one of the Contracting Parties 
shall not, while resident in the territory of the other Con- 
tracting Party, be subjected therein to other or more bur- 
densome taxes than are the nationals of such other Con- 
tracting Party resident in its territory. 


(2) The term “nationals” as used in this Article means 


(a) in relation to the United Kingdom, all British sub- 
jects and British protected persons, from the 
United IXingdom or any territory with respect to 
which the present Convention is applicable by rea- 
son of extension made by the United Kingdom under 
Article XXIT; and 


(b) in relation to the United States, United States citi- 
zens, and all persons under the protection of the 
United States, from the United States or any 
territory to which the present Convention is ap- 
plicable by reason of extension made by the United 
States under Article XXIT; 


and includes all legal persons, partnerships and associations 
deriving their status as such from, or created or organized 
under, the laws in force in any territory of the Contracting 
Parties to which the present Convention applies. 


(3) In this Article the word ‘‘taxes” means taxes of 
every kind or deseription, whether national, Federal, state, 
provincial or municipal. 


ARTICLE A NIT 


(1) Either of the Contracting Parties may, at the time 
of exchange of instruments of ratification or thereafter 
while the present Convention continues in force, by a writ- 
ten notification of extension given to the other Contracting 
Party through diplomatic channels, declare its desire that 
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the operation of the present Convention shall extend to 
all or any of its colonies, overseas territories, protectorates, 
or territories in respect of which it exercises a mandate, 
which impose taxes substantially similar in character to 
those which are the subject of the present Convention. The 
present Convention shall apply to the territory or terri- 
tories named in such notification on the date or dates speci- 
fied in the notification (not being less than sixty days from 
the date of the notification) or, if no date is specified in 
respect of any such territory, on the sixtieth day after 
the date of such notification, unless, prior to the date on 
which the Convention would otherwise become applicable 
to a particular territory, the Contracting Party to whom 
notification is given shall have informed the other Con- 
tracting Party in writing throngh diplomatic channels that 
it does not accept such notification as to that territory. 
In the absence of such extension, the present Convention 
shall not apply to any such territory. 


(2) At any time after the expiration of one year from 
the entry into force of an extension under paragraph (1) 
of this Article, either of the Contracting Parties may, by 
written notice of termination given to the other Contracting 
Party through diplomatic channels, terminate the applica- 
tion of the present Convention to any territory to which it 
has been extended under paragraph (1), and in such event 
the present Convention shall cease to apply, six months 
after the date of such notice, to the territory or territories 
named therein, but without affecting its continued applica- 
tion to the United States, the United Kingdom or to any 
other territory to which it has been extended under para- 
graph (1) hereof. 


(3) In the application of the present Convention in 
relation to any territory to which it is extended by notifica- 
tion by the United States or the United Kingdom references 
to the “United States” or, as the case may be, the “United 
Kingdom” shall be construed as references to that territory. 
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(4) The termination in respect of the United States or 
the United Kingdom of the present Convention under 
Article XXIV or of Article VI shall, unless otherwise ex- 
pressly agreed by both Contracting Parties, terminate the 
application of the present Convention or, as the case may 
be, that Article to any territory to which the Convention 
has been extended by the United States or the United 
Kingdom. 


(5) The provisions of the preceding paragraphs of this 
Article shall apply to the Channel Islands and the Isle of 
Man as if they were colonies of the United Kingdom. 


ARTICLE XN AIIT 


(1) The present Convention shall be ratified and the 
instruments of ratification shall be exchanged at Washing- 
ton as soon as possible. 


(2) Upon exchange of ratifications, the present Con- 
vention shall have effect 


(a) as respects United States tax, for the taxable years 
beginning on or after the first day of January 1949; 


(b) (i) as respects United Kingdom income tax, for 
the year of assessment beginning on the 6th day 
of April 1945 and subsequent years; (11) as respects 
United Kingdom surtax, for the year of assess- 
ment beginning on the 6th day of April 1944 and 
subsequent vears; and (iii) as respects United 
Kingdom excess profits tax and national defense 
contribution, for any chargeable accounting period 
beginning on or after the first day of April 1945 
and for the unexpired portion of any chargeable 
accounting period current at that date. 
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ARTICLE XXIV 


(1) The present Convention shall continue in effect 
indefinitely but either of the Contracting Parties may, on 
or before the 30th day of June in any year after the year 
1946, give to the other Contracting Party, through diplo- 
matic channels, notice of termination and, in such event, 
the present Convention shall cease to be effective 


(a) as respects United States tax, for the taxable years 
beginning on or after the first day of January in 
the year next following that in which such notice 
is given; 

(b) (1) as respects United Kingdom income tax, for any 
year of assessment beginning on or after the 6th 
day of April in the year next following that in 
which such notice is given; (il) as respects United 
Kingdom surtax, for any year of assessment be- 
ginning on or after the 6th day of April in the year 
in which such notice is given; and (ill) as respects 
United Kingdom excess profits tax and national 
defence contribution, for any chargeable accounting 
period beginning on or after the first day of April 
in the year next following that in which such notice 
is given and for the unexpired portion of any 
chargeable accounting period current at that date. 


(2) The termination of the present Convention or of 
any Article thereof shall not have the effect of reviving any 
treaty or arrangement abrogated by the present Conven- 
tion or by treaties previously concluded between the Con- 
tracting Parties. 


IN WITNESS WHEREOF the above-mentioned Plenipoten- 
tiaries have signed the present Convention and have affixed 
thereto their seals. 
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Done at Washington, in duplicate, on the 16th day of 
April, 1945. 


For THE GOVERNMENT OF THE UNITED STATES OF AMERICA: 


[SEAL | EK RK Stettinius Jr 


For THE GOVERNMENT OF THE UNITED KinGpomM oF GREAT 
BRITAIN AND NORTHERN IRELAND: 


[SEAL | HALIFAX. 


PROTOCOL 


The Government of the United States of America and 
the Government of the United Kingdom of Great Britain 
and Northern Ireland, 

Desiring to conclude a supplementary Protoco! modify- 
ing in certain respects the Convention for the avoidance 
of double taxation and the prevention of fiscal evasion with 
respect to taxes on income which was signed at Washington 
on April 16, 1945, 

Have agreed as follows: 


ARTICLE I 


Paragraph (3) of Article XI of the Convention of April 
16, 1945 for the avoidance of double taxation and the pre- 
vention of fiscal evasion with respect to taxes on income 
shall be deemed to be deleted and of no effect. 


ARTICLE II 


This Protocol, which shall be regarded as an integral 
part of the said Convention, shall be ratified and the instru- 
ments of ratification thereof shall be exchanged at Wash- 
ington. 
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IN WITNESS WHEREOF the undersigned Plenipotentiaries, 
being authorized thereto by their respective Governments, 
have signed this Protocol and have affixed thereto their seals. 


Done at Washington, in duplicate, this sixth day of 
June, 1946. 


For THE GOVERNMENT OF THE UNITED STATES OF AMERICA: 


[SEAL | James EF Byrnes 
Secretary of State 
of the Umted States of America 


For THE GOVERNMENT OF THE Unirep Kinepom or GREAT 
BriTAIn AND NorRTHERN IRELAND: 


[SEAL | JOHN BALFour. 
His Majesty’s 

Envoy Extraordinary and Minister Plenipotentiary 
in Washington 


AND WHEREAS the said convention and the said supple- 
mentary protocol have been ratified by both Governments, 
and the instruments of ratification of the two Governments 
were exchanged at Washington on the twenty-fifth day of 
July, 1946; 


AND WHEREAS it is provided in Article XXIII of the 
said convention that upon the exchange of instruments of 
ratification the convention shall have effect as respects 
United States tax, for the taxable years beginning on or 
after the first day of January 1945, and shall have effect 
as respects United Kingdom income tax, for the year of 
assessment beginning on the sixth day of April 1945 and 
subsequent years, and shall have effect as respects United 
Kingdom surtax, for the vear of assessment beginning on 
the sixth day of April 1944 and subsequent years, and shall 
have effect as respects United Kingdom excess profits tax 
and national defense contribution, for any chargeable ac- 
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counting period beginning on or after the first day of April 
1945 and for the unexpired portion of any chargeable 
accounting period current at that date; 


AND WHEREAS it is provided in Article IT of the said 
supplementary protocol that the protocol shall be regarded 
as an integral part of the said convention; 


Now, THEREFORE, be it known that I, Harry S. Truman, 
President of the United States of America, do hereby pro- 
elaim and make public the said convention and the said 
supplementary protocol to the end that the same and every 
article and clause thereof may be observed and fulfilled 
with good faith by the United States of America, and by 
the citizens of the United States of America, and all other 
persons subject to the jurisdiction thereof, the said con- 
vention as modified by the said supplementary protocol 
being deemed to have effect as provided in Article XXII] 
of the said convention, as aforesaid. 


IN TESTIMONY WHEREOF, [ have hereunto set my hand and 
caused the Seal of the United States of America to be 
affixed. 


Done at the aty of Washington this thirtieth day of 
July in the year of our Lord one thousand nine 
[seAL] hundred forty-six and of the Independence of 
the United States of America the one hundred 
seventy-first. 
Harry 8. TRUMAN 
By the President: 
Dean ACHESON 
Acting Secretary of State 
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MATERIAL PARTS OF SECTIONS 161 AND 162 
OF OUR INTERNAL REVENUE CODE AS THEY 
APPEARED IN 1946 


Section 161. Imposition of Tax. 


(a) Application of tax.—The taxes imposed by this 
chapter upon individuals shall apply to the income of 
estates or of any kind of property in trust, including— 


(1) Income accumulated in trust for the benefit of un- 
born or unascertained persons or persons with contingent 
interests, and income accumulated or held for future dis- 
tribution under the terms of the will or trust; 


(2) Income which is to be distributed currently by the 
fiduciary to the beneficiaries, and income collected by a 
guardian of an infant which is to be held or distributed 
as the court may direct; 


(3) Income received by estates of deceased persons dur- 
ing the period of administration or settlement of the 
estate; and 


(4) Income which, in the discretion of the fiduciary, may 
be either distributed to the beneficiaries or accumulated. 


(b) Computation and payment.—The tax shall be com- 
puted upon the net income of the estate or trust, and shall 
be paid by the fiduciary, except as provided in section 166 
(relating to revocable trusts) and section 167 (relating to 
income for benefit of the grantor). 

* * * * cs * 

Section 162. Net income. 


The net income of the estate or trust shall be computed 
in the same manner and on the same basis as in the ease of 
an individual, except that— 


(a) There shall be allowed as a deduction (in heu of 
the deduction for charitable, cte., contributions authorized 


by section 23 (0)) any part of the gross income, without 
limitation, which pursuant to the terms of the will or deed 
creating the trust, is during the taxable year paid or per- 
manently set aside for the purposes and in the manner 
specified in section 23 (0), or is to be used exclusively for 
religious, charitable, scientific, literary, or educational pur- 
poses, or for the prevention of cruelty to children or ani- 
mals, or for the establishment, acquisition, maintenance or 
operation of a public cemetery not operated for profit; 


(b) There shall be allowed as an additional deduction 
in computing the net income of the estate or trust the 
amount of the income of the estate or trust for its taxable 
year which is to be distributed currently by the fiduciary 
to the legatees, heirs, or beneficiaries, but the amount so 
allowed as a deduction shall be included in computing the 
net income of the legatees, heirs, or beneficiaries whether 
distributed to them or not. As used in this subsection, 
‘“icome which is to be distributed currently’? includes in- 
come for the taxable year of the estate or trust which, within 
the taxable year, becomes payable to the legatee, heir, or 
beneficiary. Any amount allowed as a deduction under this 
paragraph shall not be allowed as a deduction under sub- 
section (c) of this section in the same or any sueceeding 
taxable year; 


(c) In the case of income received by estates of deceased 
persons during the period of administration or settlement 
of the estate, and in the case of income which, in the discre- 
tion of the fiduciary, may be either distributed to the bene- 
ficlary or accumulated, there shall be allowed as an addi- 
tional deduction in computing the net income of the estate 
or trust the amount of the income of the estate or trust 
for its taxable year, which is properly paid or credited 
during such year to any legatee, heir, or beneficiary, but 
the amount so allowed as a deduction shall be included in 
computing the net income of the legatee, heir, or beneficiary. 


* * ¥* * * * 


